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Business Conditions 


HE year 1952 has closed with most of 

the overall measures of business at new 

highs and with spreading confidence in 

the outlook. Some observers doubt that 

the business indexes would now be as 
high if there had been no steel strike or catching 
up period afterward, but debate on that point 
would be idle. The important matter is that the 
productive organization has again surpassed all 
previous accomplishments. Not only in dollar 
values, but in physical terms, which are the 
measure of welfare, the output of goods and 
services during the year has set another new 
record. 

More of the country’s production — almost $50 
billion — has gone for rt san and to that extent 
has not raised the standard of living as it would 
have done if the resources had been devoted to 
personal and business use. But according to the 
year’s accounts, as totalled by the U.S. Depart- 
ment of Commerce, personal consumption in 
real terms has been greater than ever before, and 
additions to national wealth in the form of 
construction and new and better productive ma- 
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chinery have nearly equalled the record years 
1950 and 1951. 


1952 Exceeded Expectations 

At this time last year few expected that 1952 
would turn out as well as it has, or that it would 
close with business on as high a level. Most 
consumer goods industries were struggling with 
excessive inventories and sluggish markets. De- 
fense work was e ed to peak during the 
year. Many forecasters looked for declines in 
plant and equipment expenditures before the 
year-end. 

By mid-year, however, it was seen that excess 
stocks of consumers’ goods had been largely 
worked off. The steel strike further reduced in- 
ventories during the summer. The peak of de- 
fense expenditures was pushed forward to 1958. 
Residential and business construction and ma- 
chinery installation held above expectations; 
together with defense work they sustained em- 
ployment and buying power. Production of 
consumers’ goods began to recover to a rate com- 
mensurate with consumption. Concurrently, the 
automobile industry and other users of steel had 
to make up lost time. Employment and personal 
incomes began to rise and consumer expendi- 
tures to increase. Confidence strengthened and 
business buying improved. 


Thus the major segments of the economy have 
gone forward together since late summer. The 
industrial production index of the Federal Re- 
serve Board has reached new highs except for 
the war peaks. Manufacturers’ unfilled orders, 
in the aggregate, are holding close to their top 
and Christmas retail trade has been the largest 
ever recorded. 

Statistically, the most important news of De- 
cember is the publication of the annual survey 
conducted by the Department of Commerce and 
the Securities and Exchange Commission of 
ate plant and equipment expenditures of 

usiness for the coming year. The figures tabu- 
lated in this survey are not opinions, but the 
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intentions of corporations as reported by them. 
The total expected in 1953 is only 2 per cent 
below the record-breaking $26.9 billion of 1952. 
A tendency to expand programs since the elec- 
tion is evident. 


It is also likely that defense expenditures may 
rise another 10 per cent or more, whether meas- 
ured from the 1952 total or from the current rate. 
Thus there is a strong basis for expecting em- 
ployment and buying power to be maintained. 
If that is the case, retail business should con- 
tinue good. 

“Too Good to Last?” 


Frequently in the postwar period the New 
Year's forecasts have tended to express confi- 
dence “for the first six months” or so, and fear of 
recession thereafter. This was the pattern in 
1952, and in several previous years. At this New 
Year something of the same pattern is discern- 
ible in the polls of business sentiment. To be 
sure, a majority of observers count on high ac- 
tivity for more than six months. But the same 
disquiet, now related to the end of 1953 or early 
1954, is seen. Fear that conditions are “too good 
to last” persists. One of the reasons for it is 
stated in the optimistic study of “Markets after 
the Defense Expansion” published by the De- 
partment of Commerce in December, which is 
the work of the department’s staff with the co- 
operation of an eminent group of private busi- 
ness economists. This study finds that the in- 
fluences we have already cited “point toward the 
strong probability, though of course no certainty, 
of another year of good business in 1953”. It 
then goes on to say: 


The prospect for 1954 is more uncertain. In part this 
is simply because the period is more remote and the basic 
assumptions still less firmly founded . . . A downturn in 
1954 is a real possibility, but the case for it seems not 
greatly stronger than that which can usually be made 
this far in advance of any date. 


The van here employed illustrates how 
the inescapable uncertainties in the economic 
outlook, and consciousness of the fallibility of 
forecasts, tend to keep forward thinking con- 
servative. It has been easy on other New Year’s 
Days, as it is easy now, to construct a picture 
of the situation six months or a year ahead 
which would inspire caution. In most other 
years, however, the outcome has been better 
than the anticipation. The lesson is that the pas- 
sage of time is not of itself a critical factor. There 
is no regularity in business ups and downs, and 


if the recession finally appears it will do so not 
because business has been good “too long”, but 
because weaknesses have been generated. 





Reasons for Prudent Policies 


The country has been in a long inflationary 
upswing during which debt of all kinds has in- 
creased, costs have risen, industrial capacity has 
been substantially expanded, and accumulated 
needs for housing, automobiles and some other 
durable goods have been whittled down, to say 
the least. Maladjustments, which perhaps may 
not be seen or appreciated until they are ex- 
posed by recession, doubtless have been created. 
The recent easiness in prices of staple commodi- 
ties is a discordant note among the general state- 
ments of confidence. 


These are all reasons for holding to prudent 
policies. When people are borrowing and debt 
is rising demands for goods and services are 
inflated and the money supply increases. Con- 
versely, extinguishment of debt shrinks current 
purchasing power and demand. Rising industrial 
costs may unbalance the price structure and 
disrupt trade because they may either price 
products out of the market or make production 
relatively unprofitable. There is no aggregate 
limit to human wants or to the need for produc- 
tive capacity, but for any given product the 
limits are frequently very real. Often in the past 
declines in raw material prices, relative to prices 
of finished goods, have exerted a profound de- 
flationary influence. 


However, there are important offsets and 
qualifications to the foregoing. While debts have 
been increasing so have savings. Latest figures 
suggest that net mortgage debt on one to four 
family houses has risen by more than $5 billion 
in 1952, and consumer credit by nearly $3 billion. 
On the other hand, money savings, and liquid 
assets readily convertible into money, have con- 
tinued to rise also. By all signs, people have 
saved more in 1952 than in any year since 1945. 
Personal and corporate ratios of current assets 
to liabilities have dropped from the peak, but 
they are still high in relation to past levels, and 
according to past experience they do not give 
major cause for concern. 


Nor do price relationships seem to have de- 
teriorated to a point justifying pessimistic ex- 
pectations. Staple commodity prices on the aver- 
age have dropped back close to the pre-Korean 
level, while the cost of living, although up little 
in 1952, is at an all-time high, and prices of man- 
ufactured goods on the average are not much 
below the peak. This signifies a drop in the pur- 
chasing power of commodity producers, includ- 
ing American farmers and the foreign producers 
of the great staples entering international trade. 
But if comparison is made with the relationships 
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existing in the year before Korea, or in 1939, the 
situation of the commodity producers looks bet- 
ter. Few doubt that 1953 will be another good 
year for U.S. farmers, with cash receipts well 
maintained even though prices may be a little 
lower. Moreover, this country will again provide 
a good market for imports of food and industrial 
materials. 

All efforts to penetrate what lies ahead in 
basic commodity markets must return in the end 
to the outlook for increased defense expendi- 
tures and sustained activity in construction and 
the heavy industries in the United States. If 
current forecasts in these quarters are justified 
no very serious decline in basic commodity prices 
is likely. 

The prospect for continuance of high level ac- 
tivity is strengthened by the fact that people are 
thinking of the potentially bearish influences. 
Unrestrained optimism now would menace sta- 
bility. If mistaken planning should lead to a 
fresh piling up of inventories on top of present 
stocks, a reaction would be inevitable. If over- 
enthusiasm revives speculation, damage is cer- 
tain to be done. There is great and unusual need 
for self-discipline by all members of the econo- 
nomic organization. 


The Price of Gold 


Rumors of a possible increase in the US. 
Treasury gold price of $35 an ounce have cropped 
up again and again during the postwar years 
with monotonous regularity. Repeated state- 
ments by Secretary Snyder indicating that U.S. 
policy is firmly opposed to any change in the 
official price for gold have discouraged these 
rumors only temporarily. Soon the markets were 
buzzing with new reports of action to be taken, 
and the denials had to be made all over again. 
Now, once more, talk of a higher gold price is 
going the rounds, and appears to be receiving 
rather more credence abroad than usual. Gold 
shares are being given the customary whirl, and 
some foreign central banks, desirous of “playing 
safe,” have moved to convert part of their dollar 
balances into gold. A drop of $150 million in 
the U.S. monetary gold stock occurred during 
the two weeks ended December 23. 

The immediate occasion for this fresh wave of 
speculation regarding the gold price was the 
convening of the British Commonwealth Eco- 
nomic Conference in London last month. Be- 
cause of the importance of gold production in 
South Africa, Australia, Canada, and Southern 
Rhodesia, strong pressure for some official state- 
ment favoring an increase in the gold price was 


expected. That this did not occur may have re- 
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tlected less the real sentiment of the conference 
than a regard for possible unfavorable reper- 
cussions on American opinion, and a hesitancy 
to press the issue pending the change of Admin- 
istration in Washington on January 20. 

Tending also to give the current crop of gold 
rumors somewhat more of a color of credibility 
than usual is the fact that the views of the new 
Administration with respect to the gold price are 
as yet undeclared. This element of uncertainty 
—faint though it is generally acknowledged to 
be —has provided scope for wishful thinking, 
and added to the “jumpiness” of foreign holders 
of dollar balances and other foreign exchange 
who would stand to lose from a mark-up of the 
gold price. 

Case for a Higher Gold Price 

The main argument advanced in behalf of a 
higher gold price is that it would increase inter- 
national liquidity by building up the value of 
monetary gold stocks in the hands of central 
banks and governments. It is contended that 
supplies of gold in central banks, and new pro- 
duction of gold, have failed to keep pace with 
the great expansion of incomes and bank credit, 
with the accompanying rise of commodity prices, 
since the latter ’30s. Hence, the argument goes, 
there is not enough gold to support this super- 
structure of credit ah prices; and a higher price 
for gold is therefore urged as essential to avoid 
world-wide deflation. In other words, there is 
“not enough gold to go around”. 

The influence of a higher gold price in build- 
ing up world monetary gold stocks would be 
felt, it is pointed out, in three principal ways: 

(1) By writing up the value of existing mone- 
tary reserves. 

(2) By increasing the value of current gold 
production and promoting an expansion of pro- 
duction at the higher price. 

(3) By discouraging disappearance of gold 
into private holdings, which in 1951 absorbed 
some three-fourths of world output; and by en- 
couraging disgorgement of huge privately-held 
stocks in Western Europe, the Middle East, and 
India. The theory is that, were gold priced 
“realistically”, people would be discouraged 
from new hoarding and would be encouraged 
to “cash in” on what they have. 


The International Liquidity 
Argument Examined 
Examination of the international liquidity ar- 
gument requires, to begin with, an assumption 
as to how much the price of gold might be in- 
creased. Dr. Miroslav A. Kriz, in his brief but 
comprehensive study on “The Price of Gold” 
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ane last July at Princeton University takes 
or illustrative purposes a hypothetical markup 
from the present price of $35 an ounce to $44 
an ounce, the latter being the post-Korean free 
market peak for bar gold. To show what would 
happen in the extreme case, we have chosen the 
figure of $52 an ounce, a level that should satisfy 
the most sanguine advocate of a higher dollar 
price for gold. This figure is 50 percent above 
the present gold price of $35 an ounce, and is 
not only far above the current free market price 
for bar “transit” gold on the Continent (the 
equivalent of $37% an ounce at present), but 
even above the level at which gold coins have 
been selling lately in Paris (equivalent of $50 
an ounce). 


Considering first the effect of a higher gold 
price on existing monetary stocks, we give the 
table below showing the official holdings by 
major areas at the end of September 1952, valued 
at $85 and at $52 an ounce. 


Gold Reserves of Principal Areas and Countries 
(In Millions of Dollars) 
pt. 1952 
t $35 at $52 


per oz. per oz. 
Dollar area 


United States $23,525 $35,288 

Canada 892 1,838 

Latin America (dollar area) 951 1,427 
Total 25,877(a) 88,066 (a) 


European “hard currency” courtries 


Switzerland 1,404 2,106 
Belgium 718 1,077 
Portugal 277 415 


Total 2,899 3,598 


Sterling area 
Great Britain (sterling area ‘“‘pool’’) 1,685 2,527 
South Africa 158 2387 
Other sterlimg Are anne eceeneennmeen 451 677 


Total 2,294 8,441 


Other areas 


France 573 860 
Italy 346 519 
Other Western Europe . sais 842 1,268 
Latin America outside dollar area(b) 884 1,826 
All other countries ——..._._....... 1,629 2,448 


Total 4,274 6,411 


Grand total 84,344 61,516 
Grand total outside U.S. .....__... 10,819 16,228 


(a) Including the Philippines; (b) Argentina, Brazil, Chile, 
Peru, Paraguay, Uruguay. 

The table brings out that at the extreme mark- 
up assumed the overall increment in the value of 
these stocks held outside the United States, 
would be $5.4 billion. While this is a substantial 
increase, it is but a fraction of the amount of 
dollars supplied foreign countries through U.S. 
Government loans and grants-in-aid since the 
end of the war. 


More significant than overall figures is the 
fact that gains would accrue principally to pre- 
sent large holders of gold and not necessarily 
to countries having the most need. As will be 









































seen from the table, some 40 per cent of gold 
held outside the United States is concentrated in 
Canada, the dollar area countries of Latin Amer- 
ica, and the hard currency countries of Europe. 
The sterling area’s gold holdings would prob- 
ably appreciate by about $1.1 billion. France, 
Italy, and other Continental countries would 
gain but little —certainly less than they have 
received annually through various forms of 
economic aid. 


The Gold Price and New Gold Production 

Turning next to newly-mined gold, a higher 
price would increase the value of current output 
and stimulate production, which is presently 
rinning one-third below the peak attained in 
1940 after the currency devaluations of the ’80s. 


The next table compares gold production by 
major areas in the peak year 1940 with the 1951 
figures, valued both at $35 and $52 an ounce. 
The markup applied to the ’51 output would, 
for the countries outside of the United States, 
yield an increment of about $380 million 
annually. 

Mine Production of Gold 
(In Millions of Dollars) 


1940 1951 
at $35 at $35 at $52 
per oz. per oz. per oz. 
Dollar area: 





$186 $153 $230 
170 66 99 


Canada 
SO ae 
Latin America (dollar area) — 73 41 62 





Total 468(a) 274(a) 411(a) 
Sterling area: 


Ee TRIG sities 408 403 604 
All others 164 94 141 








Total 656 497 745 


Other areas: 


Belgian Congo inbatiiat, 20 12 18 
Japan and Korea sonnei 59 1 11 
All others 61 85 53 


Total 140 54 82 


Grand Total 1,264 825 1,238 
Grand Total outside U. S. — 1,094 759 1,139 


(a) Including the Philippines. 

Assuming for the sake of argument that, given 
a higher price, output might recover in a few 
years to the 1940 peak ($1,264 million at $35 an 
ounce), the output of gold outside the United 
States at $52 an ounce could reach an annual 
rate of about $1,600 million. This would be 
some $880 million over the present annual rate. 
but still far short of the U.S. Government grants 
in aid of some $4.5 billion annually given in the 
past two years. Moreover, only part of this hypo- 
thetical increment would be available for export 
to the United States. Still more important, what 
would all these extra dollars, created out of thin 
air as it were by this manipulation, become 
worth in terms of real purchasing power? The 
greater the markup of gold and devaluation of 
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currency, the greater of course the inflationary 
danger. 


But here again it is a question not merely of 
aggregates but also of the way in which the 
benefits would be distributed. 


About 60 per cent of world gold production 
originates, as the table shows, in the sterling 
area, principally South Africa. Although South 
Africa is a member of the sterling area, only part 
of its gold finds its way into the London sterling 
area pool. The bulk of it is sold in free markets 
or shipped to the United States in payment for 
dollar imports. Actually, the sterling area’s abil- 
ity to secure South African gold depends almost 
entirely on Britain’s ability to supply that Domin- 
ion with appropriate goods. Has Britain these 
goods and can they be supplied in sufficient quan- 
tities? This question is all the more pertinent 
because in case of an up-valuation of gold it 
would take more British goods to pay for a given 
quantity of gold funnelled into the sterling area 
pool. 


It will be noted also from the table that 
roughly one-third of the world output of gold is 
contributed by countries with currencies more 
or less freely convertible (Canada, the US., 
Latin American Republics in Central America 
and the Caribbean, and the Belgian Congo) and 
which have no general balance of payments 
problems. Continental European countries hav- 
ing little or no gold output would not benefit 
from the bonus paid to producers. Like Britain, 
they too would have to pay more in goods 
for gold purchased from other sources. Apart 
from South Africa, the largest gold producer is 
generally believed to be Russia, though actual 
figures are unavailable; thus the Soviet Union 
would be one of the principal beneficiaries of 
a higher gold price. 

As for the argument that raising the dollar 
price of gold would discourage hoarding and en- 
courage dishoarding, this is debatable. It is true 
that in 1934 the up-valuation of gold was fol- 
lowed by dishoarding of about $1¥2-2 billion of 
gold in India and other Asian countries. But the 
situation then was different. Commodity prices 
were extremely low and the Indian farmer 
parted with his gold for much the same reason 
that his counterpart in the West drew on his 
savings. 

Currently the bulk of hoarded gold is held not 
in India, but in France and elsewhere in Europe 
as well as in the Middle East, which is threat- 
ened by inflation and political disturbances. The 
Frenchman who has seen the official price of 
gold marked up at least ten times during the 


pe twenty years might very well regard a 
rther increase in the price of gold as merely 
a prelude to still another and as confirmation 
of his distrust of paper money. Today the more 
effective way of coaxing gold out of hiding may 
lie in making it clear, not merely by words but 
also by firm policies, that the present price will 
be held. 
The Real Issues 

But over and beyond these questions of the 
arithmetic of a gold price rise and how the bene- 
fits would be distributed is the far more funda- 
mental question touched on by Dr. John H. 
Williams, Professor of Political Economy at 
Harvard University and adviser to the Federal 
Reserve Bank of New York, in his Stamp Mem- 
orial Lecture at the University of London last 
November. He said: 


The real question . . . is how basic a solution it [a 
rise in the dollar price for gold} is for the longer run. 
Quite apart from the fact that this is not the time, with 
the pressure for rearmament, to divert resources to min- 
ing gold, I believe that the real solution lies in a fun- 
damental reshaping of the composition of production and 
trade, and that reaching out for the simple answer might 
lessen the incentive to try the harder task. 


As examples of the kind of changes in produc- 
tion and in the composition of trade that might 
be called for, Dr. Williams explained: 


One kind of change that may be indicated for Bri- 
tain is a change away from textiles and the light con- 
sumer goods whose production tends to be multiplied 
in the younger countries, and toward the engineering 
industries whose products are so much in demand by 
countries seeking to industrialize . . . The reference 
to the desire of the younger countries to industrialize 
further complicates the problem, for it is this very urge 
that has been largely responsible both for the tendency 
of the outer sterling area to over-import from the dollar 
area, and for Britain’s serious problem of “unrequited 
exports”. 

Along the same line is a detailed analysis of 
sterling area difficulties contained in an article 
on “A Programme for the Commonwealth” in 
the September 1952 issue of The Banker, of Lon- 
don. The writer minces no words in comment- 
ing on problems of the sterling area’s own mak- 
ing (italics ours): 


The expansion of the overseas sterling area’s output 
of raw materials for sale in the American market since 
the war has, in fact, been disappointingly exiguous . . . 
Part of the explanation is that the sterling area has lost 
ground to foreign competitors, such as Bolivia and the 
Belgian Congo (in tin) and Indonesia and Siam (in 
rubber). Sometimes this has been because of war-time 
developments and sometimes because sterling area in- 
flation has drawn off resources into secondary industry 
and put up primary production costs... . 

The main fault of the overseas sterling area, and par- 
ticularly of the overseas dominions, since the war has 
lain in the excessive volume of imports, and this has 
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been associated with its uneconomic industrialization 
schemes. ... 


The blame that Britain must bear for successive ster- 
ling area crises since the war is . . . perhaps less obvious 
than the blame that must be borne by the overseas do- 
minions. But it is none the less real. Britain’s fault has 
lain in its failure to re-adjust its pattern of production 
so as to be able to offer the goods that the outside world 
is now willing to buy from it —and to offer them at 
suitable delivery dates, in the right markets and with the 
right degree of persistent sales pressure. Post-war experi- 
ence has made it plain that these qualities of salesman- 
ship can be generated only when the exporters concerned 
have to go out and seek for markets instead of being able 
to rest on the cushion of over-bulging order books. There 
is no doubt that British engineering concerns could have 
found much larger markets in Canada and, still more, 
other non-sterling markets outside the United States éf 
they had really been obliged to look for them since the 


war. 


The purpose of these citations is to drive home 
the point made by Dr. Williams, that the real 
solution of world currency disequilibrium, of 
which the dollar problem is a manifestation. 
lies not in some simple magic like up-valuing 
gold, but in tackling realistically the harder task 
of putting the a arr conditions to right. 
This means such things as: suppression of infla- 
tion, the greatest of all wreckers of currencies; 
offering, as the quotations above prescribe, the 
right goods in the right markets with the right 
degree of persistent sales pressure; willingness 
on the part of creditor nations to accept pay- 
ments in goods and services; and encouragement 
of a favorable climate for international invest- 
ment. 


The basic weakness of the case for a higher 
gold price is that it accomplishes none of these 
things. Instead, it applies the poultice of inflation 
over the whole situation, thereby discouraging 
efforts to find the true remedies. Can anyone 
doubt that the outcome would be further pro- 
crastination and delay in making the difficult 
readjustments essential for restoring order and 
stability in international economic relations? 


On “Not Enough Gold te Go Around” 


As regards the argument that there is “not 
enough gold to go around”, here too there is 
need to get back to first principles and to con- 
sider the true role of gold in an international 
monetary system. 


Gold provides a means of settling temporary 
differences in an international system of ex- 
change in which goods and services essentially 
pay for each other. Its role is not and cannot be 
that of settling huge differences that persistent] 
run in one direction. Whether there is “enoug 
gold to go around” depends in very large meas- 


ure upon which of these roles gold is called 
upon to fulfill. 

The experience of Great Britain prior to 
World War I in managing the old international 
gold standard on gold reserves approximating 
235 million ($170 million at that time) affords 
the classic example of how little gold is required 
when conditions are in harmony with the princi- 
ple that trade must settle itself. The trouble is 
that the world has persistently ignored this prin- 
ciple. Consequently, the enormous amounts of 
dollars provided in international loans and grants 
have been swallowed up, yet the cry is for still 
more. So long as the world persists in policies 
that have resulted in huge one-sided balances 
becoming chronic, there appears little likeli- 
hood of “enough gold to go around”, regardless 
of price. 

An important aspect of the question is the 
form in which central banks choose to hold their 
international reserves. For most countries other 
than those represented by the so-called key 
currencies, the holding of gold beyond a certain 
point may be regarded as an expensive luxury, 
wasteful and uneconomic from the stand- 
point of conservation of world monetary re- 
sources. One of the reasons why Britain was 
able to manage the old gold standard on so 
slender a margin of gold was that other coun- 
tries carried a large part of their currency re- 
serves in sterling balances. This was done in 
knowledge of the universal acceptability of ster- 
ling, which made it the practical equivalent of 
gold. 

Today the dollar performs much the same 
function, with resultant economy in the use of 
gold. In other words, international liquidity is 
not measured by holdings of gold alone, but by 
gold plus readily convertible currencies. Here 
the essential ingredient is confidence in the sta- 
bility of the key currencies — at present the U.S. 
dollar primarily. 

Moreover, there is the fundamental question 
as to what constitutes a standard of value. If 
gold, which is supposed to serve as the standard 
for measuring all other values, is marked up 
because other values rise, what becomes of its 
role as the standard? What kind of security is 
afforded by a standard which can be changed 
every time the shoe begins to pinch? If, as con- 
tended, there is “not enough gold to go around” 
because commodity prices have risen — in other 
words, because of inflation — why suppose that 
the situation would be bettered by a new up- 
valuation of gold with its invitation to a new 
round of inflation? Unless there is willingness 
to accept the discipline of a stable standard of 
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value, what point is there in having a standard 
at all? 

As a matter of fact, the argument that the 
increase in commodity prices should be offset 
by an increase in the price of gold is, as Dr. Kriz 
brings out in his study cited earlier, statistically 
even less convincing than appears on the sur- 
face. The basis of comparison on which the argu- 
ment rests is the assumption that in the latter 
1930s the United States gold price was, on the 
whole, in harmony with commodity prices. Yet 
actually, at that time, commodity prices at 
wholesale had risen relatively little from the 
levels of the early ’30s, whereas the U.S. gold 
price had increased 69 per cent. If, however, 
the changes be measured from 1926, formerly 
used as a base year for price indexes, the De- 
cember 1952 commodity prices show a rise of 
69 per cent — which happens to be precisely the 
same as the markup in gold. 


Effects on the United States 

Thus far this discussion has been devoted prin- 
cipally to the effects of a rise in the U.S. gold 
price on countries other than the United States. 
It has been shown that gains to international 
liquidity resulting from the higher price would 
be limited and temporary; their distribution 
would be unrelated to needs; they would not 
solve the underlying problems of unbalanced 
trade and capital movements, but on the con- 
trary might discourage efforts at a solution; and, 
in the absence of such solutions the gains to 
liquidity would soon be dissipated. 

What of the effects of a higher gold price on 
the United States? 


These fall broadly into two categories — (1) 
ihe effects on the monetary reserves and the 
basis for credit expansion, and (2) the effects on 
public psychology. 

As to (1), a markup in the gold price would 
provide the Treasury with a huge windfall 
“profit” on its present gold holdings, and in ad- 
dition would invite a new flood of gold imports 
paid for by the Treasury at the higher price. 
Both would add to the monetary base and pro- 
vide an enlarged potential for inflation. Such 
inflationary influence could, theoretically, be neu- 
tralized by holding the Treasury gold profit un- 
spent and by Federal Reserve open market 
operations to offset the expansionary effect of 
gold imports. Actually, however, this might not 
be as simple as it sounds, in view of the tempta- 
tion in Congress to spend all available funds, 
and the possible complicating effects of heavy 
Federal Reserve open market operations in gov- 
ernment securities on problems of managing the 


national debt. Indeed, insofar as the Treasury 
“profit” is concerned, it is part of the program 
of some advocates of a gold price rise to use this 
profit as a “painless” way of extending foreign 
aid, as referred to again in the following article. 


As regards the argument that the increased 
purchasing power put in the hands of foreign 
sellers of gold to the United States would also 
serve as a “painless” substitute for foreign aid 
appropriations, the answer is, first, that no 
taethod that results in inflation is “painless”; 
and, second, that so long as foreign aid is neces- 
sary it had better be in amounts of this country’s 
own choosing and apportionment, rather than 
determined by what countries happen to be the 
large holders and producers of gold, including 
Russia. 


As to (2), the psychological effects of a fur- 
ther markup of gold and devaluation of the 
dollar, there is no telling how far they might 
range. Such action could be the torch to set off 
a new inflationary conflagration. It would excite 
the speculator and shock and dismay the busi- 
ness man, the saver, and millions of “little peo- 
ple” already struggling to meet their monthly 
bills. The average person is not likely to be im- 
pressed by sophisticated arguments that infla- 
tion could be controlled despite further debase- 
ment of the dollar. One can envision an immedi- 
ate falling off in sales of U.S. savings bonds, and 
increasing redemptions; in fact, many investors 
might want nothing more to do with U.S. Gov- 
ernment obligations or other fixed income in- 
vestments. The action could drive people instead 
into a new “flight of capital” and a hectic search 
for “hedges against inflation” — with consequent 
forcing up of prices of commodities, equity 
securities, and real estate — all tending to hasten 
arrival of the very thing sought to be hedged 
against. The Government, if unable to finance its 
needs including huge refunding operations, would 
have to rely more heavily upon the banking 
system with resultant inflation of bank credit 


and money supply. 


Further devaluation would come as a heavy 
blow to the many people whose incomes are 
1elatively fixed and who have suffered griev- 
ously from the inflation of the past twelve years. 
These include teachers, ministers, pensioners, 
people living on the proceeds of life insur- 
ance policies and annuities, recipients of fed- 
eral and state social security benefits, as well 
as many others. The very existence of many of 
the privately supported institutions, such as col- 
leges, hospitals, churches, foundations, etc., is 
threatened by the dilution in purchasing power 
of the dollar that already has taken place. 





January, 1953 


SOTA STERN NNR Se BR 8 SNe ERRNO SS oh eI 


In 1934 when the U.S. gold price was marked 
up and the dollar down, there was at least the 
excuse that commodity prices were desperately 
low, millions of people were unemployed, and 
some “reflation” was called for. Today the situa- 
tion is just the reverse, with labor in scarce sup- 
ply, prices high, and a nationwide federal price 
control organization in operation for the pur- 
pose of preventing them from going still higher. 

The U.S. Treasury’s $35 an ounce price for 
gold has now been maintained unchanged for 
nearly twenty years. The dollar itself has become 
the cornerstone of postwar currency reconstruc- 
tion. Confidence in its worth and stability is so 
vital to reestablishing faith in moneys gener- 
ally, and the benefits of devaluation are so 
dubious and so transitory, that any course other 
than holding firmly to the present gold price and 
value of the dollar should be banished from 
our thought. 


Convertibility of Currencies 





One of the biggest headaches of the postwar 
period has been the problem of restoring cur- 
rency convertibility. American foreign aid pro- 
grams — to an aggregate cost of $38 billion since 
the war — have had a variety of special purposes. 
But virtually all of them have been justified in 


the name of “dollar shortage” which has been 
accepted as the cause of currency inconverti- 
bility. 

The latest and most spectacular “solution” for 
the problem, mentioned in the preceding article 
on the price of gold, is that the United States 
should substantially raise the value placed on 
its $23 billion national gold stock, and turn the 
“profit” over to some kind of international insti- 
tution which would dole dollars out to nations 
that are short of them. This is an attempt to 
dodge the practical fact that dollar shortage 
among foreign nations, as among citizens at 
home, springs out of inability or unwillingness 
to keep a balance between income and outgo. 

The London Economist, in an article called 
“Living With the Dollar” a month ago, revives 
the international clearing union idea of the late 
Lord Keynes, this time on a scale that would 
require a $35 billion American contribution. The 
Economist does not deal with the frustrations 
of the International Monetary Fund, conceived 
on the same lines but on a lesser scale, and con- 
cedes that even the $35 billion might be ex- 
hausted in “three really bad years, or even 
less.” The $35 billion could be financed, it is 
suggested, by entries on the books of the U.S. 
Treasury and Federal Reserve Banks es 
the supply of U.S. dollars. We have already 


too much of this sort of thing over the past 
twenty years. 

Currency inflation is about the poorest way 
to deal with “dollar shortage”. Turning out more 
money depreciates the value of the old and cre- 
ates an appetite for still more. Paternal indul- 
gence does not lead the spendthrift to prudent 
ways. Money has to have a scarcity value or it 
is no good at all. 

It will be well if The Economist's suggestion 
proves to be the dying gasp of postwar Euro- 
pean inflationism. 


Convertibility Defined 
When such reckless proposals are advanced 
to remedy dollar shortage and permit currency 
convertibility, people are led to reconsider. 
What, after all, is convertibility? What are its 
advantages? How do you get it? 


Simple convertibility is the ability to exchange 
one nation’s currency for another, the trans- 
actions being carried out in coin, in paper cur- 
rency, or by transfers of deposit balances with 
banks. From Biblical days conversions of cur- 
rencies have been carried out by money-chang- 
ers, foreign exchange dealers and banks. In- 
convertibility arises when nations outlaw private 
trade in currencies or subject it to restrictions 
known as exchange controls. 


Gold convertibility is the highest form of con- 
vertibility man has been able to devise. If gov- 
ernments maintain convertibility of their cur- 
rencies into gold at fixed rates, foreign exchange 
dealers will maintain exchange rates within the 
so-called “gold points”, and settle residual bal- 
ances with oad shipments. Unrestricted con- 
vertibility at stable exchange rates is the mil- 
lenium of international monetary organization. 

The world was closest to this millenium prior 
to World War I. Shattered by the war, the struc- 
ture was gradually being rebuilt when the de- 
pression of the ’30s shattered it again. The repu- 
diation of the gold standard by the United King- 
dom in 1931 was followed by similar actions in 
other countries. Nevertheless, free convertibili 
of paper money was salvaged except in suc 
countries as Germany where exchange controls 
were set up by the Nazi regime. During the war 
years exchange controls were widely installed 
and the problem of convertibility has been to get 
rid of them, particularly as they affect the pound 
sterling. The pound has occupied a key position 
in international commerce for generations. 


Bretton Woods 
The problem of restoring convertibility, and 
generally of restoring free international inter- 





course, was recognized in the war years. The 
solution adopted at the Bretton Woods confer- 
ence in 1944 was to set up an International 
Monetary Fund to clear international transac- 
tions by book credits, each currency standing in 
some fixed relationship to the U.S. dollar. Mem- 
ber nations of the International Monetary Fund 
do not maintain internal gold convertibility and 
international gold transactions are government 
monopolies. 

The basic assumption at Bretton Woods was 
that money-changing can be carried on more 
efficiently within the temple of government aegis. 
It hasn’t worked out that way. In the adminis- 
tration of their gold monopolies, and also in the 
regulation of private foreign exchange business, 
governments have put stability of nominal ex- 
change values ahead of convertibility. This is 
the cart before the horse. Few things are less 
useful to international commerce than fixed rates 
at which currencies cannot be exchanged. 

The International Monetary Fund has come to 
the conclusion, out of its experience, that the 
failure of the world to obtain stable international 
equilibrium, unimpeded multilateral trade, and 
general convertibility of currencies, is attri- 
butable fundamentally to the attempt of nations 
to live beyond their means. 


Importance of Convertibility 

The whole experience has led many people 
to wonder if free convertibility will ever be re- 
stored. There is no questioning the importance 
of the matter. The broad postwar policies of the 
United States were framed with a view to re- 
storing a world of freedom, a world where peo- 
ple, goods, and capital could move about with- 
out undue restriction. Almost needless to say, 
inconvertibility of currencies is a road-block to 
these movements. If money is inconvertible, it 
is not an acceptable means of payment abroad 
and people are deprived of opportunities to 
travel, buy, and invest overseas. 

The elaborate money-changing machinery of 
the International Monetary Fund broke down 
almost before it got started. The $3% billion 
American loan to the United Kingdom, in 1946, 
was more narrowly designed to restore converti- 
bility of the pound sterling but even so did not 
succeed. The Marshall Plan, Korean war expen- 
ditures, and dollar gifts and grants have put 
billions out into the world markets. American 
payments for foTeign goods and services are esti- 
mated to have reached a record of $16 billion in 
1952. Foreign dollar holdings, at an unprece- 
dented $8.3 billion on June 30, 1952, probably 
have risen by $1 billion since then. Yet the cry 
of dollar shortage persists. 
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Meanwhile, a new generation is growing up 
abroad which does not know what it is to enjoy 
untrammelled freedom to spend their money as 
they please. But there is a restlessness abroad 
which may jell into constructive action. As the 
last annual report of the Bank for International 
Settlements paints the picture: 


. . . there is a growing dislike of the labyrinthine con- 
fusion created by the coexistence of official and other 
rates in free, grey or black markets (more or less toler- 
ated), the quotation of differential export prices, bal- 
ances utilisable only for specific purposes, permits granted 
or withheld more or less arbitrarily, and all the other 
jungle growths to be found in highly “regulated” systems, 
which not only distort the patterns of trade and the price 
structure but are also subversive from a moral point of 
view. People are tired of all these complications, whose 
insidious dangers they have come to realize—and a 
reaction against all these practices (or rather malprac- 
tices) is really at the bottom of the growing demand for 
the re-establishment of convertibility. 


The Simplest Solution 

How to get convertibility is what stumps the 
experts. The solution of utmost simplicity — 
albeit a reluctant one for bureaucracy to accept 
— is to return the job to private enterprise. Be- 
fore government monopolies took over during 
the depression and war years, there was prob- 
ably no area of private enterprise that functioned 
more smoothly and efficiently, and on thinner 
margins of profit, than the foreign exchange 
business. It would take time for new people to 
learn the work. But there is no question that 
private enterprise can provide convertibility if 
allowed to do so. 

Private traders, acting at their own risk and 
free of government interference, have been 
changing money for thousands of years. It has 
been a hard business to stamp out precisely be- 
cause the service performed is so valuable. On a 
furtive, illicit scale, it has defied absolute repres- 
sion even where policing has been tightest. Gov- 
ernments in a number of countries, recognizing 
the convenience to trade and travel, have given 
a comparatively free rein to small-scale private 
trading not only in foreign currencies, but also 
in gold bars and coin. This is mostly a “retail” 
sort of business. Its general expansion to legiti- 
mate, “wholesale” dimensions is frustrated by 
government restrictions. 


The Canadian Experience 

One nation that has gone the whole way to 
convertibility with the U.S. dollar is Canada, 
which completely abandoned its system of ex- 
change control on December 14, 1951. The ex- 
change rate between the U.S. and Canadian 
dollar fluctuates with supply and demand. The 
movements, of course, are closely observed by 
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the Canadian authorities who can moderate ex- 
treme fluctuations by adding to their holdings of 
U.S. dollars if the demand for Canadian dollars 
is strong and by releasing U.S. dollars from their 
holdings if Canadian dollars are in oversupply. 
This is a workable system, less perfect than full 
gold convertibility in both countries at fixed 
rates, but conducive to active trade, travel, and 
investment flow across the border. : 


The Canadian solution was the course adopted 
by the United Kingdom when, with reserves 
largely exhausted, the pound sterling was cut 
loose from gold in 1981. Over the period 1931-39 
free convertibility of the paper pound was main- 
tained in a fluctuating market. A similar solution 
has been suggested for restoring unlimited con- 
vertibility of the pound in the postwar period 
but the British Government has preferred to 
keep a fixed rate for the pound — lowered from 
$4.03 to $2.80 in 1949—and to “administer” 
convertibility. Administered convertibility means 
that government exchange control authorities 
decide who can exchange pounds for other cur- 
rencies, how many, and for what —— In 
general usage, administered convertibility is 
another word for inconvertibility. 


Various reasons have been given why other 
nations do not follow the Sanden example. To 
businessmen, bankers and investors, fluctuating 
exchanges, while nowhere near so suffocating to 
trade as exchange controls, are a source of risk. 
More important, government leaders do not like 
to see the weakness of their financial policies 
betrayed in the market place, for there is hardly 
an index more responsive to unsound govern- 
ment policies than the exchange rate. Finally, 
inconvertibility provides power to protect home 
industries from foreign competition more effec- 
tively than by tariffs, permits control of what 
people are allowed to buy and where, and gives 
government officials bargaining strength in mak- 
ing treaties and commercial agreements with 
other governments. In negotiations for U.S. Gov- 
ernment aid, foreign countries have found in- 
convertibility, justified by dollar shortage, ac- 
cepted as prima facie proof of need. This easy 
assumption calls for a second look. 


The emerging fact out of recent experience 
is that dollar gifts, grants, and loans, not to men- 
tion new super-national devices for financing 
international transactions, do not bring conver- 
tibility. They weaken the incentive of people 
to help themselves, give a false basis to living 
standards, and make insolvency a national asset. 
Fortunately, there are abroad, as at home, far- 
sighted people who recognize the perils. 


The Case of the Pound 


The pound sterling is ized as the cen- 
tral problem. Its inconvertibility stands as a 
barrier to convertibility for other nations which 
historically have had their principal banking and 
trade relations with London. 


Within the United Kingdom there are wide 
differences of opinion on the question of conver- 
tibility. One thought, so far rejected by the Brit- 
ish Government, is to get convertibility with a 
“floating” pound —letting the free market do 
the job. The most common objection voiced is 
that, given a free market, the pound would just 
sink and sink and sink. Free markets rarely be- 
have in this fashion, unless the commodity be one 
of wasting value. The pound has for its support 
the foreigner’s esteem for British products, and 
for British services as middleman, banker, in- 
surer, and shipper of goods produced elsewhere. 


A big advantage of a floating pound is that 
it can give convertibility without large accumu- 
lations of reserves in official hands. At the same 
time it meets the British objection to a fixed tie 
to _— It could eliminate at one fell swoop the 
multiplicity of pounds circulating in the world 
today and provide a single paper pound as a 
unit of value which anyone could trade against 
dollars, francs, and so on. It could restore to 
London business and financial prestige which an 
inconvertible currency naturally sacrifices. 


Another view is that exchange controls should 
be kept until the pound can stand on its own feet 
at a fixed ratio to the dollar. This has been the 
official British Government view. The idea is 
that exchange controls can be eased as British 
dollar reserves rise until, by a gradual process, 
free convertibility at a fixed rate may be 
achieved. 


This result would be superior to a floating 
rate but dollar reserves have never been ade- 
quate. The failure of this approach via “gradual- 
ism” — after so many years of effort — accounts 
for much of the pessimism current over the fu- 
ture of the pound. 


A third view is that inconvertibility should be 
kept as a set policy with import and exchange 
controls serving as permanent machinery of a 
planned economy, protecting the British Isles 
as a haven of perpetual full employment in a 
world of flux and change. This choice would 
sacrifice the benefits of the free international 
intercourse that made Britain great, remove com- 
petitive pressure on British industry, and threaten 
to leave chronic ) pereens of overpopulation, 
dollar shortage, and industrial stagnation. 
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The Sensible Choice 

The last line of approach is one of defeat and 
desperation. The only sensible choice is be- 
tween the first and second alternatives. The 
problem is rendered more difficult by the large 
liabilities owed by London to foreigners. The 
possibility that these funds might want to leave 
is a danger. On the other hand, it is a well known 
principle that people are not inclined to worry 
about money owed to them if they know they 
can get it any time they want it. 

The main hazard to London’s position as 
banker is that the practice of blocking balances 
frightens away funds that might be lodged there 
if exchange controls were discarded. 

A heavier burden on sterling is the British 
tax structure, imposing a crushing load of 40 
per cent of the national income, and pushing 
— and enterprise to friendlier climes. To 
a foreign observer, it seems doubtful if sterling 
can fully reestablish itself until this load is re- 
lieved. 

Continental Views 

In the United Kingdom there is little if any 
visible support for a restored gold standard. On 
the Continent, there is a growing feeling that the 
ultimate objective of convertibility must be 
achieved in terms of gold. The difference in 
attitudes toward gold is a product of experience. 
The influential British economist, Lord Keynes, 
taught that the gold standard was the cause of 
British economic difficulties during the °20s. 
Since 1931 when gold was abandoned Britain 
has experienced nothing worse than the creep- 
ing type of inflation. On the Continent, un- 
bridled paper money inflation during and after 
two wars, carrying untold misery, has taught 
people that gold is a far more desirable store 
of value than paper obligations that govern- 
ments issue. 

The main menace to European currency sta- 
bility is the threat of Russian aggression. Granted 
peace, there is a vast amount of gold hoarded 
in Europe, over and above official reserves, to 
support a gold standard. Such gold can gradu- 
ally be restored to the arteries of world com- 
merce if the nations conduct their affairs so as 
to relieve fears of inflation and remove barriers 
to the use of gold for international financial 
settlements. 

To restore faith in paper money a number of 
governments on the Continent have tightened 
up their spendings and money markets, raising 
interest rates and also the respect for money. Free 
gold markets have been permitted to develop in 
Paris and other centers. Government partici- 
pation to stabilize free market prices of gold 


could be one path toward a de facto gold stand- 
ard. 

In the past people have enjoyed the fullest 
degree of freedom and convenience in interna- 
tional intercourse when principal nations were 
on a full-fledged gold standard. Often when 
people talk about reintroducing ay into circu- 
lation they think of hoarding by individuals. 
Actually, in a nation that follows sound financial 
policies, hoarding is practiced only by the most 
cautious individuals, willing to forsake interest 
rate return for an absolute degree of security. 
In such a nation the availability of gold for 
circulation is primarily of importance to for. 
eign trade, travel, and investment. 

This traditional use of gold was presumably in 
mind when the Republican party platform set 
out the aim of “a sollar on a fully-convertible 
gold basis.” 

Up to the present the aim of U.S. policy has 
been to achieve the objective of unrestricted 
convertibility of other paper currencies into the 
dollar. The objective—a dollar exchange stan- 
dard —is a lesser one than a full-fledged gold 
standard. It has the advantage of being more 
easily and quickly realized. To attain it foreign 
countries do not have to have gold. They do 
have to have reserves of dollars if they are to 


hold their currencies in a stable relationship to 
the dollar. 


A Summing Up 

To restore convertibility, a first need is the will 
to do it. An American statesman, discussing a 
return to gold convertibility after the Civil War, 
once remarked that “the way to resume is to 
resume”. In the present environment, the way 
to make currencies convertible is to make them 
convertible. If a nation does not consider con- 
vertibility important, or chooses inconvertibility 
as a gy the biggest loss is to its own citizens. 
The loss to foreign merchants and investors is 
of lesser degree. 


Easing of exchange controls under adminis- 
tered convertibility, stabilizing of floating rates, 
and progress toward unrestricted gold converti- 
bility, all depend fundamentally on the policy 
of living within one’s means. American aid, how- 
ever great its benefits may have been in other 
ways, has suffered the defect of distracting at- 
tention from this fundamental. So long as the 
dollar holds respect it will command scarcity 
value. The foremost problem of nations whose 
currencies tend to depreciate against the dollar, 
or that have to be supported by rigorous ex- 
change controls, is to avoid the inflationary poli- 
cies that bring their money into disrepute at 
home and abroad. 
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Retailing . . . and The National City Bank of New York 


Here’s an industry that is making progress by going 
backwards ... back to principles of retailing demon- 
strated by the general store, with its variety of mer- 
chandise, and the itinerant peddler who carried his 
wares to his customers. 

City department stores and supermarkets—the 
general stores of today—are branching out into shop- 
ping centers in the suburbs to get closer to their 
customers. Retailers are sending salesmen out to push 
doorbells, and selling a large volume of hosiery, cos- 
metics, brushes, appliances, and other items thereby. 
And they’re moving huge amounts of every kind of 
merchandise by getting printed salesmen—catalogs 
and flyers—right into the home. 

Today’s self-service stores, open displays, vending 
machines, and modern packaging are helping custom- 
ers shop faster and more efficiently than ever before. 
At the same time, high sales volume and progressive 





management enable retailers to bring wider and widef; 
selections of merchandise to their customers every yeaty| 

To handle its daily volume of over 500 million 
dollars, the retailing industry needs fast, extensive, and 
experienced banking facilities. This is why so many 
retailing establishments, large and small, come to The 
National City Bank of New York. Its unparalleled 
sources and complete facilities are available in this} 
country through 67 Branches in Greater New York a 
correspondent banks in every state. Overseas the Bank 
has 57 Branches and correspondent banks in eve 
commercially important world city. 
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